The Surge In Medicare Managed Care: An Update

Zero premiums and enhanced benefits make Medicare HMOs an increasingly attractive option for beneficiaries. Would payment cuts by
Congress stem the tide of enrollment?
b y Jo A n n L a m p h e r e , P a t r i c i a N e u m a n , K a t h r y n L a n g w e l l , a n d Da n i e l S h e r m a n O n e of th e m os t si gn ifi c a nt recent developments within the Medicare program has been the emergence of managed care. The philosophy of Medicare managed care is to reduce unnecessary and inappropriate services, while encouraging use of cost-effective care.
1 While fully capitated health maintenance organizations (HMOs) have been available as an option under Medicare since 1985, the riskcontract program has only recently exploded in terms of beneficiary enrollment, HMO participation, and new areas of penetration throughout the United States.
Managed care is likely to figure prominently in the congressional debate regarding the future of Medicare and the federal budget. Congress is considering a number of proposals to significantly reform payment levels to Medicare HMOs as part of a broader effort to restore solvency to the Medicare Trust Fund and balance the federal budget. Congress is also exploring options that would expand the range of private health plan choices available to Medicare beneficiaries.
2 Even in the absence of congressional action, enrollment in risk-contract Medicare HMOs is projected to multiply from a current level of 10 percent of the Medicare population to more than onethird of all beneficiaries within the next ten years.
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The purpose of this paper is to provide information and analysis describing significant and recent developments in Medicare's risk-contract program. The paper focuses on risk-contract HMOs, rather than costbased and other managed care arrangements, because risk-contract HMOs acco un t f or 9 5 p e rce nt o f all M ed ic are payments to managed care plans and are expected to be the area of greatest enrollment growth in the future.
ENROLLMENT GROWTH
Today more than four million Medicare beneficiaries are enrolled in risk-contract HMOs. In 1996, for the first time, Medicare enrollment in risk-contract HMOs exceeded 10 percent of all beneficiaries. Enrollment of beneficiaries in Medicare managed care has steadily increased for a decade and has surged since 1994. Between 1994 and 1996, risk-contract enrollment increased at an average annual rate of more than 40 percent, compared with 22 percent between 1992 and 1994. This steady increase is projected to continue into the next century. Exhibit 1 shows the actual and projected growth in enroll-ment of Medicare beneficiaries in risk-based managed care from 1987 through 2007.
In recent years, HMO enrollment among the Medicare population has far outpaced the annual rate of managed care enrollment in the under-age-sixty-five privately insured market. During 1994, for example, the rate of growth in Medicare HMO enrollment was more than double the increase in HMO enrollment among the population under age sixty-five. 4 Between 1995 and 1996, employee enrollment in traditional managed care plans remained unchanged, while enrollment in Medicare risk plans grew by 25 percent.
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Enrollment in the Medicare risk program is concentrated in a small number of states, and the nationwide distribution of Medicare beneficiary enrollment in managed care is uneven. The states with the greatest absolute number of Medicare beneficiaries enrolled in managed care plans include, in descending order, California, Florida, Pennsylvania, New York, Arizona, and Texas. Together, these six states account for 70 percent of all Medicare risk-contract enrollment nationwide. 6 With the exception of Arizona, these same states experienced the highest increase in the total number of beneficiaries enrolled between 1994 and 1996. California continues to have the greatest number of risk-contract enrollees. However, Medicare HMO enrollment in California as a proportion of enrollment nationwide declined from 41 percent in 1994 to 31 percent in 1996, which suggests that Medicare managed care is spreading to other states.
Not all states have witnessed the emergence of Medicare managed care. Low HMO penetration among Medicare beneficiaries is especially apparent in the northwestern and northeastern mountain states. Thirteen states were without risk-based managed care in 1996, compared with nineteen in 1991. 7 These thirteen states share a number of characteristics: They have low population density and are primarily rural; they have low Medicare payments per beneficiary, on average; and they are medically underserved according to indicators of physician/population ratios and availability of primary care. Many of these states also have a low penetration of managed care (fewer than 10 percent enrolled) among their entire population.
The areas with the greatest increases in Medicare managed care activity are no longer on the West Coast. More than 70 percent of the states with enrollment growth greater than 50 percent between 1994 and 1996 are located east of the Mississippi River. States with existing HMO contracts in 1994-such as Alabama, Connecticut, Louisiana, Maryland, and New Jersey-experienced more than a 1,000 percent increase in enrollment between 1994 and 1996. Eight other states with Medicare enrollment in 1994 also experienced significant growth (more than 150 percent) between 1994 and 1996: Pennsylvania, Missouri, Virginia, Ohio, Massachusetts, Kentucky, New York, and Michigan. Some states with virtually no risk-plan enrollment in 1994-Arkansas, Georgia, South Carolina, Tennessee, Utah, and Wisconsin-each had memberships of more than 2,000 Medicare beneficiaries by the end of 1996.
As a percentage of total beneficiaries residing within a state, however, the highest penetration of Medicare managed care continues to be in states where HMO enrollees represent 20 percent or more of the Medicare population: Arizona, California, Colorado, Florida, Hawaii, Nevada, and Oregon. By contrast, the share of total beneficiaries enrolled in prepaid health plans is less than 5 percent in twenty-nine states.
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BENEFITS AND PREMIUMS
Another significant trend in recent years has been the changing nature of the Medicare HMO benefit package offered to enrollees. Many believe that the decline in HMO premiums and the availability of benefits in excess of those offered under the traditional Medicare program have contributed to HMO enrollment growth since 1994. Beneficiaries are attracted to Medicare HMOs because they tend to provide richer benefits and have lower costs than traditional Medicare. 9 Over time, HMOs have been able to offer and compete on the basis of additional benefits, particularly prescription drugs, and often without imposing a charge in addition to the beneficiary's monthly Medicare Part B premium.
Medicare enrollees may be charged a monthly premium for membership in the plan in addition to Medicare's monthly Part B premium. This amount is determined, we understand, by the level of adjusted average per capita cost (AAPCC) payment in the area compared with the cost experience of plans in serving elderly members, the level of competition for membership in the area, and consumer preferences for enhanced benefits. Risk plans may set different premium levels for extra benefits and for services offered in different locations. Although premium levels may vary somewhat, all beneficiaries in a plan must receive the same level of benefits and cannot be charged a premium that exceeds that computed through an adjusted community rate.
In addition to the monthly Part B premium paid by all Medicare beneficiaries, half of the risk-contract HMOs throughout the United States charged enrollees a premium for their HMO benefits in December 1994. By the end of 1996, the proportion of risk HMOs charging extra premiums to Medicare enrollees had dropped to onethird. During the same two-year period, the average monthly premium paid by beneficiaries in plans charging an additional premium dropped from $32.00 to $13.52 per month. Exhibit 2 compares the additional monthly premiums charged by Medicare risk plans in 1994 and 1996.
Since 1994, the proportion of plans offering outpatient prescription drug coverage increased from 38 percent to more than 60 percent. If Medicare payment levels are maintained and market competition remains robust, HMOs are likely to remain an attractive option for beneficiaries.
TRENDS IN PARTICIPATION AMONG HMOS
After a general decline in the number of managed care plans with Medicare risk contracts between 1987 and 1991, the number of plans with Medicare contracts has been increasing, with the greatest absolute increase occurring since 1995 (Exhibit 3). As of December 1996, there were 241 managed care plans participating in the Medicare risk program, up from 181 in 1995 and 154 in 1994. 11 The number of plans that have become Medicare risk providers has more than doubled since 1993. This is a dramatic contrast to the 1987-1991 period when more than 35 percent of HMOs with risk contracts dropped their Medicare participation.
Organizations that participate in the Medicare risk program are highly skewed in the number of Medicare beneficiaries they each enroll. More than two-thirds of all Medicare beneficiaries enrolled in HMOs are members of one of the nation's twenty-five largest Medicare risk plans. Yet, the enrollment of beneficiaries in risk plans is becoming less concentrated with the emergence of new plans and increased competition for Medicare beneficiaries. Twenty-five percent of Medicare enrollees are now enrolled in the nation's top five Medicare risk-contract plans, compared with 40 percent in 1994 (Exhibit 4).
Nearly two-thirds of the 241 Medicare risk contracts are with individual practice association (IPA)-model health plans. Under the IPA model, unlike a group-or staff-model HMO, the Medicare plan contracts with a number of independent physician practices; this allows physicians to serve the IPA Medicare enrollees along with their other patients. Currently, fourteen of the largest twenty-five Medicare risk HMOs are IPAs. The proportion of Medicare risk contracts with staff-, group-, and network-model HMOs has fallen steadily during the past ten years. For Medicare beneficiaries, especially, the IPA model is attractive because it may allow the enrollee to maintain his or her existing physician relationships while obtaining the financial benefits of joining an HMO.
DISCUSSION
What can be learned from the most recent Medicare managed care enrollment trends? First, Medicare beneficiary enrollment in risk-based managed care and HMO participation in the risk-contracting program have expanded rapidly since 1994. The transformation of health care delivery and financing appears to be gaining acceptance among the Medicare population. The Congressional Budget Office (CBO) has projected that by 2001, more than 20 percent of Medicare beneficiaries will be enrolled in managed care. Recent trends indicate that this projection could be reached, and possibly exceeded, by the end of the century.
High Medicare payment rates have contributed to HMO Medicare growth in many areas of the United States. 12 Another important factor influencing Medicare HMO enrollment in a particular location is a strong base of HMO penetration in that area's general health care market. 13 In addition, commercial HMO enrollment among workers and their families has slowed, and the Medicare market offers an avenue for managed care entities to expand. As more plans enter the Medicare market, beneficiaries will become more familiar with managed care and will have the opportunity to choose among competing plans. Market competition among managed care plans and experience with the Medicare population appear to allow HMOs to offer more generous benefits and lower costs to Medicare beneficiaries.
It is difficult to predict what this growth in managed care will mean for Medicare beneficiaries in the future. Thus, there are many important questions that emerge from this assessment of rapid Medicare risk-contract growth: (1) 
